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Disruption to the cable industry from the new rate rules has
already been alleviated by extending the effective date of the
rules from June 21st to September, over two months. Any
disruption resulting from moving up the effective date to
September 1st will be ameliorated by the Commission decision to
extend its preemption of federal and local notification
requirements. This would allow operators to make rate changes up
to September 1st, as they would under the current scheme. It
would also give operators additional time during the start-up
phase to file their rate schedules on Form 393 with either local
government or FCC.

The FCC will continue to exert every effort to administer
the Cable Act consistent with Congressional intent.

Chairman Quello also emphasized today that consumers have
not been informed that the rate freeze effective April 1st will
have saved consumers between $122 and $200 million according to
Paul Kagan Associates, Inc. Research. This was based on
projections in Kagan's '1992 financial data book and on the
consumer price index. Paul Kagan is a leading independent
researcher of the' cable industry.

-FCC-
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COMMITTEE ON COMMERCE, SCIENCE,
AND TRANSPORTATION

WASHINGTON, DC 20510-6125

June 16, 1993

The Honorable James H. Cuello
Interim Chairman
Federal Communications Commission
1919 M Street, N.W.
Washington, D.C. 20554

Dear Chairman Cuello:

Although I have tremendous sympathies for the resource
problems at the Federal Communications COmmission, I find it
totally inexcusable that the Commission has delayed
implementation of cable rate regulation in a manner that will
significantly diminish the rate relief that consumers should
receive under the cable Act passed by COngress last year. I do
not understand why extension of the June 21, 1993 implementation
date and delaying the availability of complaint forms are related
to the Commission's resource problems. While it may take longer
to process complaints and certify cities than originally
expected, these delays should in no way expunge consumers' rights
for full rate relief once the COmmission has determined that
rates are unreasonable. I ask the commission to carry out the
intent of the law passed by COngress and ensure that consumers
may obtain refunds for basic rates from June 21, 1993, and that
consumers have the ability to file complaints for other cable
programming services any date after June 21, 1993.

Again, I understand that the Commission's resource problems
are severe and I will do whatever I can to increase the
Commission's funding. I do not believe, however, that this
resource shortfall should disadvantage consumers. I urge you to
remedy this problem as soon possible.
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July 7, 1993

The Honorable James H. Quello
Acting Chairman
Federal Communications commission
1919 M street, N.W.
Washington, D.C. 20554

Dear Chairman Quello:

I am very concerned about reports that the Commission
intends to use October 1, 1993 as the effective date for
implementation of rate regulations pursuant to the 1992 Cable
Act. I strongly urge the Commission to reconsider the timetable
for taking action on this critical section of such importance to
American consumers.

While I am sympathetic to the Commission's administrative
concerns and requirements, the Commission should not make the
pUblic wait any longer to see the $1 billion in savings they were
promised by the Commission in April. Consumers have already lost
a significant portion of these potential savings, they can qot
afford to lose any more. The continued delay until October will
cost consumers an estimated $250 million.

On Friday, President Clinton approved an increase of $11.5
million to the Commission's 1993 budget so that implementation of
the rate regulations could begin immediately. with the necessary
funding now approved, the meter for savings to the consumers
should begin ticking as soon as possible and the Commission can
begin ,to deal with any administrative concerns on a reasonable
timetable.

For this reason, the Commission should set August 1, 1993,
as the effective date for the regulations. The effective date is
critically important to preserving the promised savings for
consumers because any refunds or rate rollbacks will be tied to
this date. In this way, the Commission can assure consumers that
relief is in sight while concomitantly beginning the logistical
implementation of rate regulation as soon as possible.

You will recall that during the Subcommittee's June 17,
1993, oversight hearing on the implementation of the 1992 Cable

,Act, the Commission agreed to respond within days of the
President's approval of a supplemental appropriation as to its
adjusted timetable to begin to regulate cable rates. Now that
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The Honorable Jame. H. Quello
July 7, 1993
Page 2

this additional funding has been approved, I look forward to the
Commission providing me with its adjusted timetable by Friday,
July 9. If you have any questions about this matter, please
contact Kristan Van Hook of my Subcommittee staff at
(202) 226-2424.

Sincerely,

E~l;k~
Chairman

- .
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Federal Communications Commission Record

Separate Stat•••Dt
of

CbainDaa J....H. QueDo

ID tile Matter of Imple"DtadoD of StctJou
of th. Cable T.levilioD Couumer PrOteetlOD
aDd Comp.tltloD Act of 1992 (Rat.
a.platioD), MM Dock.t No. 92·266.

This is a difficult decision.

If I w= me to set the effective date of rate
regulation baled solely on what IDIke8 the mOIl
sense from an administraUve 1&IDdpoint. I would
have let the October 1 date stand. But I do not
have such freedom. I am required to balance all
the factors facing the Commission; the enormity
of the task and the potential for massive

. disruption of service must be weiJbcd apinst the
congressional desire that the date be moved. and
against the prospect that failure to heed
Conference Report languaae could have lead to
additional budget cuts for the Commission.

I am committed to the complete and orderly
implementation of the Cable Act in tbiI year. 81
weD 81 the nexL Perhaps more importantly. I
believe it is vital to uphold the integrity of the
Commission. and to push farward on the many
other statutory responsibilities with which we
arc cbarged. Accordingly. I chose not to gamble
with the FCC's future by retaining the October 1
effective date.

The suggestions made by some that the
Commission's actions regarding the effective date
reflect a reluctance to implement that 1992 Cable
Act arc astonishing and ridiculous. The staff of
this agency has labored Il'OUIId the clock since the
Act's passage to produce the J'OCClI'd number of
diffIcult rules mandated by Congress. No one
could seriously suggest that the Commission has
deviated from the statutory design to unfairly
favor the cable industry. At aU times, the
Commission has endeavored to follow
congressional will, as expressed both before and
since the passage of the AcL

The reasons the Commission changed the
effective date in the first place have been
thoroughly discussed elsewhere and I will not
repeat them. See. e.g.• Con,ressiollal Record,
July I, 1993 at H4472-73 (Statement of Chairman
John D. DingeD). But considering aU the factors

1

described above, the Commission is following the
most responsible course.

. Part of being responsible includes today's
denial of Consumer Federation of America's
Emergency Petitio" /01' Immediate
Impl,mentation of Emerg,ncy Rul, P,rmitting
ltrI1MditIle Rat, Regulation.l CPA proposed that
the Commission issue an order authorizing cable
sub8cribers to unilaterally withhold IS percent
of their next cable bills. Excessive withholdings
would then be subject to Commission orders
requirina the subscribers to reimburse the cable
operaton. Orantina this petition would have
completely disrupted the Commission's
implementation plan and would have promoted
chaos for the industry and consumers. The
petition appeared to be more of an effort to arab
headlines and to enpge in self-aggrandizement
than a serious plan for rate regulation•

The Consumer Federation of America's
proposal would harm consumers because of the
confusion it would create and because it would
1Meze the Commission's processes to a far gRl8ter
extent than any plan that may have been suagested
by me cable induSlry. But it undencotes that
organization·s pathological disrcprd for the real
world implications of its suggestions. For
example. shortly after the Commission extended
the effective date to October 1. CPA's legislative
director called my office and angrily demanded
that all FCC personnel be pulled off other duties
to stuff envelopes so that rate regulation could be
implemented immediately. When informed that
this would mean halting work on important
policy mauen, such as video dial tone and PeS.
among other issues. he replied, "I don't care."

Of course. no responsible policymaker coUld
seriously consider such demands. And.
fortunately. the Commissioo did DOL This agency
has a statutory obligation to regulate
communications industries for the benefit of all
the public, and is not obliged to accede to the
demands of groups who, despite their pretensions.
have not been appointed the bargaining agents for
all consumers.

This is not to say that the Commission has
been unaffected by our new regulatory
responsibilities. All of our other statutory"--­
missions have suffered. But through a conscious
effon to apply rational management techniques.
we have been able to move forward. On July 22.
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for example, President Clinton praised the
Commission for ill recent actions to promole
new technologies including PCS.

Accordingly, I believe that the
Commission's actions on the effective dale for
rale regulation, includina denial of the CPA
pedtion, serve the larger public inlereSl embodied
in the Communications ACL

lCFA wu joined by Media Acceu Project, Public
Citizen and the Center for Media Education. Some
unona these arou~ have lOme funililrity with the
Commillion and mould have kDown better. than to
lip on to nch • trllllpC'ently unrealiatic prOpolal.

2
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I. Will.., .... t.eby decI.. LI1der penIIlty d perjury that the following

atatementa.. true 8nd correct

I ... DncIor d Economic Stud.I, ArthLr Andersen Economic

ConIuIting. I.,..,.ged in runMXJI studies 01 the economics of cable

ayatemI8nd taIeviaian nrk8ts in the United St8tes -.d Ewope. My curriculum

vitae is attached.

I have ~ ••ITed to the fcu1daIian of the benc:hnB1cs

propo••d by the FCC to 1IlglI the prieM 01 b8Iic CIIbIe services, particularly

as thole, benc:hrnMca IIPPIY to CIIbIe aystema. defined .. having fewer

u... 1000 IUbIa1bIn. The benc:hrnMca.. intended to describe the prieM that

,.competItive" CIIbIe teIeviIian ayatemI would cNrge far basic cable Hrvic:e

packages. The FCC recagnized .. the prieM a cable system charges ­

wheItB' "competitive" ~ not -.- -depend on~cs of the Hrvic:e it

provides. Is ICheduIe tI campeIitive benchm8rkI is • fln:tion of (1) the runber

of system ILIbIcribera, (2) the runber of chm'1eII available on all regulated

tMn, 8nd (3) the runber tI ...... delivered chm'1eII on all regulated tiers.

The FCC plans to prohibit rtI "nan-campetiti.. cable system from charging

service prices higMr'" .. benchmark prieM that. according to its analysis, a

"competitive" cable system wauId ct.ge in the same circumstances.

My cadi.... caaming the ....isIicaI vaIidily and the SCU1dness of

the benc:hrnMca em be amnwized .. foIlcMI:

--



•

..
1. n.... i18CC&nCieI in..FCC dial used to develop the
~ Dellnnir*lg how.... NccInciea have affected
the bInct1rMrkI would be quite dIfficUlt.

2. The FCC-a ....d .... cornpIIIitM ayItMIa is quite small. with
the r.uttt.t the benct1rMrka derMd by the FCC are
~ by. aignific8nt degree d LI1C8rt8inty.

3. A runber d ..aystema UI8d to op "carnpetitive"
benctI'Iwka..1IU1icipIII., or priwIIe ayItMIa ~8ged in
price.... whole prieM would -.ct to aniIntate the prieM that
......... in 1ar1g-ru1~.

4. The FCC benct1rnft eqe I8Iion cIoea not adequ8teIy predict the
prieM cIwged by ....., competitive cable aystema.

I will begin by I&I'III*izing how the FCC conaIructed ita benchrn8rks.

which is nece-.y to .....Id their lnfirmItiea. I will then explain my

reservationIlIboul the bInct1rMrkI.

To dewlap ... competitive benchrn8rks, the FCC began by sending •

queatiomaire to aystema ..-ving 748 ceIe hnch... out d a total of

approximIIteIy 30,000 C8bIe hnchiMs operating in the U.S.. Of the 7.

SUIWY8d fr8nchiMa. 300 v.wa rw1domIy •••*d. The remainder consisted of

at least one frwIchiIe belonging to MCh d the largest 100 cable systems .-ad

franchises wtwe the FCC believed that "effective" competition was taking place.

cable ayItMIa to report what baaic cable service packages they

provided, haw ..-.y ctw .,. -..ppIied on each service and the price that ..

~ cIwged. • d SI"'" 30, 1882. They allo 88ked to report the

runber of~ to..ch service, n aIIw information.

2
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Much of the informIltion~ by the FCC is specifIC to individual

frIInchise ... .-WId by the selected cable systems. Quite convnonIy, a single

cable television ayatern ArVel adjacent comnuUties or areas that, from the

perspective of leal hnchiIing authoritieI, consist of.... fIwd1ises. That

• cable aperatar'a service territory may conaist fA several contiguous franchises

is normally irI'eIev8N to the operationI fA • C8bIe system. The operator

customarily provides the .... set of .-vice aptionI Itvoughout the service

area, d8'ging • price far each that does not V8r)ffrom one frMchise to another.

But since "competJtion", • defined by the FCC, CIIn sometimes be pntSMt in

one of a cable aystMI'a fIwachiae .... n not aIherI, the basic U1it of

observation in the ctetJmM developed bf.. FCC is the cable franchise. Far

each of the .-npIed CIIbIe systems, the FCC~ information on the

"primary" fIwachiae n. , .. ayltenfl .-vice territory consiated of more than

one tr.1chiM, • aecond frMchiae. A aystents "pri..-y" franchise was defined

by the FCC. the frwIchile dlRn in the "i~. The llaec:andar)I' fnInc:hiae

was to be choIen to f8var ...... d effectiwt~ different channel

line-up or priceI, and -.rge IIacrIber size. Of the 887 systems returning valid

queationnIireI, 2S7 reported on only • prinwy fIwachiae n 420 reported on a

primary n ~ fnInc:hiae.

AIW compiling the ... reported by the~ cable systems, the FCC

then se.ected • • lb.. of the respanae.,· which it used to develop the

competitive benchrnMca. AIIhaLIgh the ..... of this winnowing process remain

imprecise, the foIawIna ... .,.~ employed. First. the FCC ~

eliminated cable hnchi... far which the reported dIIta contained impoItant

,amissiana. Fran the rwnaining hnchI•••, It.,. se.eclld ..I....-rnIy se••ctad

11ft,.,.~ and ... hidlie. UIiafying the "eIfective competitian" afteria.

3
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The benchIwb thImIeIves .......... in Wma of the average price

per channel • cable ayItem would be allowed to charge for basic cabI. services.

~y c.bIe ayatemI offer two Off mont basic .-vice packages. often referred to

as tiers. In such inItanceI... basic .-vice prices charged by a cable operator

would be tested by comp8ring its subacriber- _ighted average price per channel

to the benct1rMrk price far systems having its...... In the example betow.

the weighted average price per dw'"1i181 is 82.9¢. 8CCOI'ding to the FCC formula,

which involves dividing the aubIcrIber-weighted average price by the aubacriber-

.weighted runber d ch8nneIa. The aubacriber-weighted price is $11.60

(lOx SOO+8% 100 =11.6) 8Ild the IUbIa'Iber- _ightad runber of chameIs is 14
SOO SOO .

(IOz500+20z~=14). which gives 82._ (SI1.60 =12.~).
500 ~ 14

!ill:
Basic

fIB
$10

sa

.~

500

100

~

10

20

Uling the ......of the CIbIe aystem hnc:hiMs it selected. the FCC

developed ill benchr'nMcs by eatimllling an equation retati1g the average price

per chenneI charged by • CIIbIe ayItem in • frMchise .... caIaJIated in this

fashion. to feu fackn:' (1) system 8Ubacribers, (2) number of channels

available in all regllIllt8d tiers. (3) runber of .....It. delivered ch8nneIa in all

regulated tiers•• (4) ..... etfective campetItion exists in the frMchise.
'~

The ntUting eqllIIIian .. then~ by the FCC into • series of .....

displaying the berIctIIMrk price •• U1cIian rA rA C8bIe aystema.

Eumpl•• of FCC benchr'nMcs ..~ in the following .

.-



.~ PriceIChInMI, 200 SubscrIbe..

ToI8I BM;c Ch8meIs

8enc1wnuk PriceIChInMI, IGO ..........

Tear B-.ic CM1neIa

satellite a.v.Ia

6

16

30

6

16

30

.12
$1.436

.12
$1.397

~

$0.776

10.856

2t
$0.755

10.833

m
$0.393

$0.434

$O.~

For benctvnMc priceI to be ,....... they must allow the CIIbIe

systems regullded by ....... opporUUty to NCO\W'the cost of providing cable

service. including the coat of capital. If benchrMrka prevent • runber of cable

systems from NCOVWing their coats. the long-term cansequence will be a



...

To .... whither benchrnMca .. IbIy to provide systems with the

opportu1ity to recover their coats, it Is helpful to address the following questions.

1. Are the dIIta UI8d to c:onstIuct the benct1rnM(s accurate?

2. Are the....prices chqed by the "competitive" systems in the
semple I1deq1I8te far IhaIe C8bfe systems to recover their coats?

3. Is the semple d campetiIive ayMna UIicinIy large to produce
altatiatically ....iabIe meaure d "can1*itive" prices?

4. Do.. benct1rnM(s tIka into -=ccut all af decting service coats
that walld be .-y to pr8\W1t the benc:hmark prices from
falling belOw costs for some cable systems?

It is true ... in the new ntgIliatory .wiroIment. a CIIbIe ayatem feeling

th8t the benchnwk IIPPbIbIe to It Is~ low would be 8Iforded the

opportunity of~ Ita prices by~ to its coat tI service. Thus, it

might appe. that the~ d the benchmIIrk prices should not be of

great concern. But ..~ the COIWidendion that many cable systems,

especially ....1 ones, frequently do not have the detailed cost records,

extending back in tine, that firms IICQIItDrned to coat-baed rate regulation ..

in the practice t:I keeping. Even thole email systems that have mairained and

preserved the necea.-y cost recorda would h8ve to prep8I'8 whatever analyses

are reqWed to irrtpIeI'I*1t the methodology that Is adopted to estimate service

costs. The tuden IhIIt would be imposed on such ayMna of developing a cost­

af-service )atification makea It quite important that • system of benc:hmark

regulation eat8bIIIh ....... price caps.

I will nowUn to • diICI....d wh8t 1_• aame d the deficiencies of

the FCC bencIvnwka.

8
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1. InaccInte Data

The portrayIII ~ ..-vice prices. IUblak runbera n chamel carriage

cont8ined in the FCCs.... is not alwayllICCUI'ate. That is clear fram spot

checks performed under my cIrecUon 8nd aIao from • comperiaon of the FCC

database with • "carrectecr' version of the d8UIbeIe pt8pIIf'8d by the National

Cable Television Auoci.uon. It would be very~ to develop • systematic

evalU8tion of the error'" in the FCC c:tataM. the.... aize of the M'OrS.

,and the elect ~ thole M'OI'I on the ber1chmRa C8IaIlI1ted by the FCC.

Although such .. eva.tian WDUId be quite UMfuI, I an nat ..... IhIIt ....

has IRiertaken It.

In its 8bIence.... thIII can be SIIid is th8t emn in the FCC data may have

produced iawpproprillte ber1chmRa.

2. Small S8Inpie SIze .

Of the 377 hnchi••• UI8d to dwelap the ber1chmRa, the overwhelming

...... "ncJn.compeIIIve", 8CCOr'dk1g the FCCI cIMIificatiDn sdwne. They

would have h8d only • minor eIIect on the statistical derivation of "competitive"

benchmartca - • ind.ed IhouId be the cae, given the objective Of obtaining a

benchmIrk that d••etlbel .. CIbIe ..-vice prices ·that enwge in

1MI'kets.

7
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The FCC .Iignlltild tine ... ID deIemine whether • fnlnchise i.

c:hncteriZ8d by "canIpeIItM" prices. CabIe.-vice qualified • "campetitive" if

it satisfied MY tI thole conditiona, which the FCC characterizes as categories

A. B. and C.

CItIpprV A; Service peneb'Iltion in the hllChiM ... is no greeter than
30%

~Ittqqry8: Campetitg ayatMII-- the frw1chi8e1

~: The~ COIUN. nuicipeI CIIbIe ayst8m2

.For brevity, I will ""'.ID _ criteria tI CQI1'IPetition' _, respectively. 30%

penetndior., overbuilds. 8Id IIUIicipIII ayatMII.

The eqllIIIian I.-d by the FCC to gennIIr the benchrn8rIaI is estmated

fn:m • sample contIIinq only 45 ..... "c:arnpeIItMt" cable systems - not 8

terribly Iqe runber to provide • firm fD&ntIdion for regulating the prices

charged by every ....1 aysIem in the ccutIry. Within the group of small

competitive systems, __ .. only two repr8I8IUtives of systems having

betlwen 500 and 750 u.ertbers, 8nd only five with between 750 and 1000.

There .. V8riaf.a ways of~ the imprecision small sample size

inIroduceI in the cIeveiapmeN tI campetitive benctIrr.u. One LUfuI measan

relates to the~ in the FCC's 8qUIItion ch8ractWing whether or not 8

.-vice is "competitive".

. '-...

1 ...........IJ.tD. n..,._n by 8)'II.. lIIUItcover... ot........................, , .
2 ..... ,...• ., 2MIIIII...-....r _ ....... tIIalll
w.l.bIe In 1ft"' .

8
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T"'1: ...... .,..,.In.... FCC _....

.
System Nat 3OIK. Private Municipal Category

Subscriber8 - ~ PeMtrIlliDn 0\wbuI1dI M8rkets Total

0.10 50 .. 5 0 1 10

SOlo 100 5 7 0 0 12

100 to 250 '19 7 .. 1 31

250 to 500 25 9 0 .. 38

500 to 750 15 1 1 0 17

750 to 1000 9 3 2 0 14

TOTAL n 32 7' 6 122

According to .. FCC'a~ .... pra. .. K Ic:Mw in

"competitive"~ aa.. .... equal. In oa. wards, if two systems

have identical lUI.... d u.crlber. 8nd cIwvIeIa. but one apendes in 8

"competitive" hnchiae a1d the ather doeI nat. the FCC would predict that

service pra. in the~ hnchiIe would be 9% lower. But in aduality,

that estimate is subject to same &n*t8inly. which can be quantified. The

probability is 95% that hnchiM~ redllCeI prices

between 3.5~ 8nd 14.1%. In celcullting its benchrnRa. the FCC" asswned

that competJtian IftfannIy Ndlaces service pra. by WJ6l. which Is close to the

midpoint d thi. int8MII. But we can be 95% an only Ih8t the "correct"

benc:t1nwk pra. ........... between 3.5% 8I'Id 14.1% below the prices

ev.n .. figIn ~ 45 IIImaIt .... overItlltl. the runber d CIIbIe

systems In the dafeb••• CIIPIIbIe of providing • naIiabIe guide to "competitive"

9
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prices. Six of the ......1c.bIe~ quIIIJfy • carnpetitive becIM... they ..

municipally owned or compete with • RU1icipal cable system. But in those

rn&rkets, prices may wei' be below the COlt of. private I8dor operator, beawse

municipal caIe MNicM have &nque CQIt 1ICI\wUgeS. In 8dctition. six of the

seven private overbuilds involving small~ have existed five years or less

(five of theM have been competing leal than b.r ~). Such short-term

competition ia typiaIIly~ by price W8r'S, dLIing which prices .... held

below~ tlDl coa r the short-term overbuilds (1IaIting fave years or less)

end ...... involving nuHcipal~..1'8ft'ICMId, the FCC umpIe contains

only 33 smaI'-cornpetItiwt-cabIe~ .

..... .,.....with Compel... FtwIchI8.

~ FCCD-. C..... FCC 08tll

30% Penetlation 32 32

Private OverbuIlds 7 1

MunicipalF~ 6 0

Total 4S 33

u.rtceta Involving nUticipaI cable aystema and Ihart-tenn overbuilds

camot be expected to pruvide • reIi8bIe guide to the prices that cIwact.-ize

SUIbIinabie COIq)eIitian belw8.. private cabIe~. A rIUlicipal cable

system Ms COlt ~ to private cable~, including '...

-=-10 irMIJcpenIive (tax .-npt banda), &-. f1 public rights-of-way at

no dw'ge, and .-nption from frwtchiM ,.. and property taxes. These

canaidendions would .... to the exped8tion that prices chqed by I'IU1icipal

10
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systems tend to be lower than the prices c:hIrg8d by competing private cable

systems.

That does Irid••d ...... to be~ rI I1e cable systems in the FCC

database. The "competition" in the FCC's benchmark equation

indicates whether ayatem quallf being cIauIfied as competitive by any

of the three FCC (30% peneIIatian, privIIte overbuild. m&ncipal system).

.We replaced hit single V8riIIbIe In the 818Iy8ia by....V8riabIes indicating

whether or not the ayatem Ca) had a penelllItion rate rl3O% or ..... (b) was

involved in a privIIte O\Wbuild, or (c) was • nu1icipIII system. With that

reformuI8tion. we I'8-8Itirnated the FCC ...-lion. The I'8SuIts revealed that

basic service prices ctwged by mLftcip8I systems .. almost 15% below prices

charged by competing privIIte ayatems, 0Itw fKtcn equal.

It is also~ whether lOme of the prices ctwged by competing

private systems ptOVide • IUit8bIe basis for dev8loping benchmark prices.

Cable overbuilds atrna.t~ pnICipitate price WIn ,.. more drastic than

the price competition .. 0CQft in most mIrketa. The reason is not hard to

find. The fixed COIla rI providing cable .-vice .. quite high. consisting

essentially d the distribution ayatem. Once those coats are incurred. the

variable cost of ..-ving subIcribers is reI8tiveIy tow. WIw1 cable systems

compete he8d-to-heIId, -=t'I has an incentive- to drop its price 8S low as the

variable coat of service•• low figln, If the 8IIernative ilto lose aub8crbJrs to

the rival C8bIe ayatem.

Aa • caM in paint, one fJI the overbuild c.bIe systems in the FCC

datIIb8M is ctwgi", 11.85 far .. I8COIId tier, which CDIDina 26 uteIIite-
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tranImitIed dIanneIs d programming. We determined the channel line-up (the

FCC did nat ask for such infonn8tion)~ calculated the programming fees th8t

the aystam WOUld incur for esch tier 2 IUbacriber. That cost .Iane, assuming the

program ... had been dwged ...... rMfI', wc:Ud have amounted to over

$2.70 per IUbscriber - .ubst8ntially IIbove the price being charged by the

operator for the.-vice. In practice, cable IyIlemI often obtain substantial

disccu'U from • ct.1MI supplier's .... CMt. But even then, this case provides

• cIur example d • price that is LnUItainIIbIe CMN' the lang run. Benchmarks

refIecIlng price .... could cIurty pnMInt cable IyIlemI from recovering their

service costs, .-xl the resulting regulation would provide no incentive to continue

to supply cable .-vice.

Competitive benct"mna IhouIcI be developed from~ of encUing

campeIitian, in which the rival c.bIe aystema hINe moved beyond the price-war

stage to I8IICh • IUItainabIe price equillJrkm that allows each to recover its

fixed • waif • v.-iabIe service COlds. Price wars typically characteriZe the

early few yura d ., owrbuiId sibl8tion. After that, either some form of

consolidation ~ the two ayatems oca.n or competition persists, but with each

rival inc:r8aing ita price to • IUItaInabIe level.

Evidence tA this C8n be fCUId in the FCC etet8bHe. We re-estimated •

modified vtnion of .. FCC ..18tion, ...ang only those cable systems involved

. in ~ 0V8IbuIId III lillian, 81d .. lidded • v.-iabIe desc:rib;ng how long

competition had persisled in each inst.m:e. I bni that in flww:hises where the '­

dullItion of competition .. five ye8rI or .... prices were 30% lower than in

thole fIwIchIses .... competition had encknd at least .ix years. The

statiaticaI reliability of this dllf..... is exnmeIy high, which mINInS there is
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